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04-1 Financial Reporting 

 
Employment Security Commission 

The Comptroller General’s STARS Policies and Procedures Manual (STARS Manual) 
Section 2.1.7.20 states that agencies with federal subfunds are required to perform monthly 
reconciliations between the State’s Comptroller General (CG) CSA 467CM report (Trial 
Balance by Subfund, Project and GLA) and the agency’s records for each project and phase 
code. 
 

The complexity of the Employment Security Commission’s (the “Commission”) 
accounting system has prevented them from implementing a process to efficiently and 
effectively meet the requirements of the STARS Manual.  As a result, there is no process in 
place to detect and identify variances between the amounts recorded in the Commission’s 
general ledger and the Comptroller General’s accounting records (STARS). A similar comment 
was included in our four prior reports. 
 

We again recommend the Commission work with the Comptroller General to develop a 
process to prepare monthly reconciliations of agency accounting records to the CSA 467CM 
report in a timely manner. The reconciliation should be documented in writing, in an easily 
understandable format with all supporting working papers maintained for audit purposes 
including the signatures of the preparer and independent reviewer and the dates of preparation 
and review. The reconciliation of parallel accounting systems assures that transactions are 
accurately processed by both the agency and the Comptroller General, strengthens the 
internal accounting controls for both the agency and the State, and assures proper 
classification of transactions presented in the State’s financial statements. 
 
04-2  Financial Reporting 
 
Department of Mental Health 

The Comptroller General’s Policies and Procedures Manual (STARS Manual) Section 
2.1.7.20 requires agencies to perform monthly reconciliations for revenues, expenditures, and 
ending cash balances at the level of detail in the Appropriation Act. 
 

We selected the three largest cash accounts at the Department of Mental Health (the 
“Department”) to test reconciliation controls. We determined that the Department did not 
prepare monthly cash reconciliations of these accounts. In addition, the Department did not 
prepare monthly reconciliations of its expenditure accounts. Reconciliations provide 
management with assurance that transactions are acurately recorded in the accounting 
records. In addition, monthly reconciliations help to ensure timely identication and correction of  
errors and irregularities. 
 

We recommend that the Department take appropriate action to ensure timely 
reconciliation of cash and expenditure accounts. Monthly reconciliations will enhance the 
Department’s ability to ensure the timely detection and correction of errors and to provide 
accurate financial information to management. 
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04-3  Reconciliation of Investments 
 
Department of Insurance 

Sound accounting practices and accurate financial reporting require that financial 
transactions be accurately reported. 
 

We determined that the cash and investments closing package submitted to the 
Comptroller General’s Office by the Department of Insurance (the “Department”) overstated 
the Department’s investment account balance. 
 

Insurance companies doing business in the State of South Carolina are required by law 
to maintain bonds or securities with the Department for payment of claims against an insurer 
arising out of its failure to meet obligations incurred in the State. The Department improperly 
reported surety bonds as investments. 
 

We recommend that the Department reevaluate its accounting treatment of surety 
bonds to ensure that the transactions are properly reported in the State’s basic financial 
statements. 
 
 
04-4  Federal Reporting 
 
Department of Social Services 
 Sound accounting practices require that records used to report federal expenditures and 
awards be reconciled to the agency’s general ledger detail.  Further, effective internal controls 
require that transactions be reviewed and authorized by someone independent of document 
preparation. 
 
 During the course of our testwork, we noted certain matters related to the Department of 
Social Services’ (the “Department”) federal reporting process that impacted our financial 
statement audit.  For the fiscal year-ended June 30, 2004 and through the date of our testwork, 
the Department had not reconciled the of Schedule of Federal Financial Assistance (SFFA) to 
the General Ledger (GAFRS).  When this reconciliation was prepared by management 
subsequent to year-end, a significant discrepancy was identified in the deferred revenue 
balance. 
 
 Furthermore, during the course of our testwork, we noted several instances in which the 
federal cash draw packages were not reviewed or approved by someone other than the 
preparer.   
 

We recommend the Department establish written procedures to ensure that amounts 
reported on the SFFA are adequately supported by accounting records. Furthermore, we 
recommend the Department develop procedures to ensure that the SFFA is reconciled to the 
GAFRS system.  Finally, we recommend that the Department adopt more formal procedures to 
ensure that Federal cash draws are reviewed and authorized by someone independent of the 
document preparation. 
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04-5  National Guard Pension System 
 
Office of the Comptroller General 
 Article X, Section 16 of the South Carolina Constitution states, “The General Assembly 
shall annually appropriate funds and prescribe member contributions for any state-operated 
retirement system which will insure the availability of funds to meet all normal and accrued 
liability of the system on a sound actuarial basis as determined by the governing body of the 
system.” Section 25-1-3235 (C) of the South Carolina 1976 Code of Laws, as amended, further 
states that such determination shall be made by the State Budget and Control Board in its 
capacity as governing body of state-operated retirement systems. 
 
 The National Guard Pension System (NGPS) is a state-operated retirement plan that is 
administered by the State Adjutant General. All other state-operated retirement plans are 
administered by the South Carolina Retirement System. 
 
 The General Assembly has inadequately funded the NGPS for every fiscal year since 
fiscal year 1995-1996. The current year’s actuarially required contribution was $2.870 million; 
however, the General Assembly funded only $1.977 million of the total required amount. 
Independent plan actuaries have calculated that NGPS has actuarial accrued liabilities of 
$47.281 million, of which $33.714 million was unfunded at June 30, 2004. 
 
 In fiscal year 2001-2002 the Budget and Control Board contracted with an actuary to 
perform an actuarial valuation of the NGPS. The study, dated December 2001, examined the 
performance of the NGPS as of June 30, 2000. The executive summary and recommendations 
of the study follow.  
 

Executive Summary 
• The NGPS is a poorly funded system and is not actuarially sound since the annual 

required contributions are not being contributed. The NGPS will continue to be 
poorly funded and actuarially unsound if the actual contributions to NGPS are less 
than the annual required contributions. 

• For many years the annual required contribution to the NGPS has not been made, 
worsening the financial status of the System. 

• In recent years the annual required contribution has been sent to the NGPS as part 
of their (Adjutant General’s Office) budget. Budget cuts to the agency have not 
only come from the operating budget but have come out of the annual required 
contributions. 

• The assumed net investment return of 7.25% will not likely be attained unless the 
assets of the NGPS are partially invested in equities 

Recommendations 
• Annual required contributions need to be made every year in the future. 
• The annual required contributions must be placed in a trust fund and not used for 

agency budget costs. 
• Explore investing a portion of the assets in equities. 
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Subsequent independent actuarial valuations support these earlier findings, including a 
valuation report dated December 8, 2004 that was done for the NGPS 2003-2004 fiscal year. 
This valuation report again reveals that since required State contributions have not been 
made, the plan is not being operated in an actuarially sound manner; and that if contributions 
are not increased to the required level, the ability to pay promised future benefits will be in 
serious jeopardy. Actuarially-based projections reveal that without the State taking appropriate 
corrective action, plan assets will be depleted in approximately 12 years. 
 

We recommend the Comptroller General, as the State Accounting Officer and a 
member of the Budget and Control Board, meet with the other Board members to develop a 
plan for funding the NGPS to eliminate the plan’s unfunded actuarial accrued liability. The plan 
should be made available to the General Assembly for timely action during the 2005-2006 
legislative session.  
 
 
04-6  Collateral Requirements 
 
Office of the State Treasurer 

Section 11-13-60 of the South Carolina Code of Laws as amended, states: 
 A bank or savings and loan association, upon the deposit of state 

funds by the State Treasurer, must secure these deposits by deposit 
insurance, surety bonds, collateral securities, or letters of credit to 
protect the State against loss in the event of insolvency or 
liquidation of the institution or for any other cause.  To the extent 
that these deposits exceed the amount of insurance coverage 
provided by the Federal Deposit Insurance Corporation, the bank or 
savings and loan association, at the time of deposit, shall: 

 1) furnish an indemnity bond … 
 2) pledge as collateral … 
 3) provide an irrevocable letter of credit … 
 

The State Treasurer’s Office (the “STO”) did not monitor the collateral balance of its 
investments at one financial institution to ensure that uninvested deposits held by the 
institution were properly collateralized. As a result the STO did not detect that there were 
uncollateralized deposits and accordingly the STO was in violation of South Carolina Code of 
Laws Section 11-13-60.   
 

The cause of the uncollateralized deposits was due to a miscommunication with the 
financial institution.  The STO believed the financial institution was investing the cash in 
collateralized repurchase agreements when in fact they were being deposited in Federal 
Deposit Insurance Corporation (FDIC) insured demand deposit accounts. 
 

Although this situation has since been corrected by the STO and the financial institution, 
we recommend that the STO enact policies and procedures to ensure the consistent 
monitoring of collateralized investments to prevent future uncollateralized or under-
collateralized investments and violations of South Carolina State Law. 
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SUMMARY OF PRIOR FINDINGS 
 

During the current engagement, we reviewed the status of corrective action taken on the 
finding in the prior report on compliance and on internal control over financial reporting at the 
basic financial statement level, dated December 19, 2003 to determine if the condition still 
existed. Based on our audit procedures we determined that adequate corrective for the 
Financial Reporting deficiency at the Employment Security Commission had not been 
corrected. We have repeated our comment in finding 04-1 of this report. 
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MANAGEMENT’S RESPONSE 

















 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
21 copies of this document were published at an estimated printing cost of $1.58 each, and a 
total printing cost of $33.18.  The FY 2004-05 Appropriation Act requires that this information 
on printing costs be added to the document. 
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